% 
~- 


a gee 


er 


+ 


Péninsule 


hee oo, 
aes 


tes: 


% 
D'Ungava 


* 


eee | 
gerery 
= 


nied 
EO hed 


Se 


wey > 


University ta a 
niversity of Alberta. 
ries Business Building 


CABLESYSTEMS ~ 


= Terre-Neuve - 
~'Newfoundiand 


Goile oie: Suter man. 


‘Get of Slawrece 


egional 


> 


& 


By 


3 


i? 


Sy 


7 


TABLE of |. 
CONTENTS 


4 A 


3S 


8 


‘PROGRESSING THE PUZZLE 
COMPLETING THE PUZZLE — 


R 


fe RPTRCIN | Riera eee 


Raed 
‘Lot Race 5 


<2) gine ® 
Pt eect Me ‘Rings Bee ek eS ee eh 
Senta? Wels eae eke ee 


SOEHS oe Sey 
Pr, awe 


NAGEMENT TEAM - 
OPENING A NEW PUZZLE Northern Division ii 


5 
Re Ge rate 
ENHANCING THE PUZZLE Atlantic Division = 7 
sei 
8 


RE-ORGANIZING THE PUZZLE Central Division 
EXPANDING THE PUZZLE Western Division 
FILLINGHING DHE PU 27.0 ete rennet 


MANAGEMENT'S DISCUSSION AND ANALYSIS 12 


FIVE YEAR SUMMARY peerage 
MANAGEMENT’S AND AUDITORS’ REPORTS 
CONSOLIDATED BALANCE SHEET 


CONSOLIDATED STATEMENT | 
OF OPERATIONS AND DEFICIT 


CONSOLIDATED STATEMENT 
O.FSCAS AH -hLOW.Ss LLM tP bat? fed tis canhs putt Te: sate eaeeentee ade) 


IWMOTES: FO THE, CONSOLIDATED 


FINANCIAL STATEMENTS Seis RRL 26 
CORPORATE AND INVESTOR INFORMATION 36 
| sister ptreneytrcotinirire ss 


Photo Credits 


Page 6 (Northern) — A view of Science North, Sudbury, Ontario, Jason McKibbon 
Page 7 (Atlantic) — Woody Point, Newfoundland, Tourism Newfoundland & Labrador, John Byrne 
Page 8 (Central) — Village de Saint-Jean-De Matha, Tourism Lanaudiére, Luc Landry hes nies, 
Page 8 (Western) — McDougall Memorial United Church, Cochrane, Alberta, Paul Dolphin ) 


»¢ 


Win spear Business eference 


SUBSCRIBER and. P< Hass 2 
7S RINANCIAL HIGHLIGHTS ~ *t 


wi 


a nat Pp Daag (2 199 zy 


PAC 
oe we Riper 


has undergone rapid growth in fiscal 1999 due to the successful implementation of the Company's eat 
Non. Sr cable system acquisition strategy. In fiscal 1999, all the pieces have come together — 
to reveal a clear picture of success. Significant achievements of the past year include: 


40 =) ike a jigsaw puzzle, in which assembly accelerates quickly as more pieces are put into place, Regional — 


“aid e Subscriber levels nearly doubled from approximately 115,000 at August 31, 1998 to more than 
as { 218,000 as at August 31, 1999 and then to approximately 226,000 as at November 1, 1999. 


: © a. e Revenue grew by approximately $37 million or over 78%, reaching $84.2 million in fiscal 1999. 
: YEAR IN 7 e Operating income or EBITDA reached nearly $38 million, representing an increase of over 
, REVIEW $14.7 million or 63% over fiscal 1998 operating income of $23.2 million. 
ee e Northern Cable Holdings Limited (“Northern”) was successfully integrated into 
-— MM Regional's operations. Resultant efficiency gains enabled the Company to achieve 
sd coe 3 its targeted 1999 operating margin of just over 45%. — 
~/ e Cash flow grew by nearly $12 million or 78% to $27.3 million. Cash flow per share 
increased about 31% to $1.84. ~~ 
e Net income for fiscal 1999 was $10.6 million, up nearly $7.6 million over fiscal 1998 net income of $3.1 
{ million. On a per share basis, the growth was 157%; from $0.28 in fiscal 1998 to $0.72 in fiscal 1999. V-~ 
. e The average trading price of the Company's shares was $12.83 in fiscal 1999; approximately 21% higher 
(? than the fiscal 1998 average price of $10.64. The Company's share price also reached a high of $17.85 in fiscal 
1999 (Fiscal 1998 high, $13.25). 


e As at November |, 1999 the Company had under letter of intent or contract cable system acquisitions 
comprising of further 30,000 subscribers. 


e Regional launched a new telecom division during fiscal 1999. Contracts in place for fiscal 2000 will generate 
an estimated $1.4 million in revenue. 


e In fiscal 1999 Regional entered into an agreement with AOL Canada to become the first cable television 
operator in Canada to open up its network to third party internet service providers for the provision of high 
speed cable modem internet service. 
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q poe’ ike the bleary-eyed jigsaw puzzler who 

im e finally inserts the last piece in place in 
j 


undoubtedly be remembered as the 
year Regional Cablesystems finally 
“pieced it all together’. 


; At the outset, we had a solid strategy, an organized 
, approach and a logical framework upon which to 
gud build. But there were still many pieces of our cor- 
: porate puzzle to be completed. However, to ensure 
ot we solved our challenge, we clearly defined and 
- organized a series of goals to be accomplished 
throughout 1999. The first of these goals was to 
structure a management team that could success- 
fully direct a company with 350,000 non-metropoli- 
tan customers and $150 million in annual 
revenue. Secondly, we had to take measures to 
successfully integrate Northern into Regional with a 
challenge of increasing its operating margin in line 
with the rest of the Company. Thirdly, management 
was empowered to aggressively pursue the imple- 


Fond 


oe 


, the early morning hours, fiscal 1999 will. 


mentation of its non-metropolitan cable system 
acquisition strategy at each of the Company's four 
operating divisions. 


And finally, we were to remain vigilant in protect- 

ing and growing our business through aggres- 
sively marketing our product in the absence 
of significant rate increases. 


It is with great pride that we report that we 
succeeded in realizing all of our goals. 


With the acquisition of Northern scheduled for 
November, we quickly took measures to piece 
together a new and stronger management 
team. We undertook a series of executive 
searches and operational reviews at Northern 
that culminated with the hiring of a new general 
manager, a new director of marketing and the com- 
plete restructuring of the existing management 
team. We also took steps to strengthen our man- 
agement capabilities at our Western, Central, 
Atlantic and Head Office divisions. | 


On November 1, 1998 Regional closed its acquisi- 
tion of Northern Cable Holdings Limited. The task 
of effectively integrating Northern into Regional’s 
fold began immediately. We quickly refocused a 
new management team, restructured the operations, 
replaced technical contract labour with in-house 
expertise, negotiated new signal sourcing contracts, 
migrated to a common billing system, converted to 
consistent accounting platforms and reduced expen- 
ditures on industry associations and memberships. 
In the end, we pushed Northern's operating margin 
from below 40% to 45% in just ten months. 


During the year we stayed focused on implementing 
our non-metropolitan cable system acquisition 
strategy. As the year began, we had 115,000 cus- 
tomers and 521 cable systems. Throughout the year 
we closed transactions that added new systems in 
Newfoundland, Quebec, Ontario and Alberta. As 

a result, we ended the year with close to 220,000 
customers, an increase of 91%. And we continued 
to aggressively fill in the missing pieces to our 
Canadian puzzle. At year-end, Regional had 
executed agreements to acquire an additional 61 
systems serving more than 35,000 customers in 
Newfoundland, Quebec, Ontario, Manitoba, 
Saskatchewan and British Columbia. By November 
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1, 1999, three of these transactions had closed and 
another deal was consummated, leaving Regional 
with 226,000 customers and close to 30,000 
subscribers pending acquisition. All remaining 
transactions are awaiting CRTC approval and 
are expected to close in fiscal year 2000. 


Based on our focused strategy and our 
financial planning in fiscal 1998, many of the 
financial pieces of the puzzle fell neatly into 
place. Revenue soared by 78% from $47.2 million 
in 1998 to $84.2 million in 1999. Operating 
income (EBITDA) rose to nearly $38 million, up 
63% over the previous year’s performance, while 
operating cash flow jumped to $27.3 million from 
$15.3 million a year earlier. Despite the many 
challenges of integrating new networks, dealing 
with Class | system issues and instilling a new 
corporate culture at Northern, Regional remained 
one of the most efficient cable operators in Canada 
with an operating margin in excess of 45% and 
annualized operating income of $186 per subscriber. 


The past fiscal year will long be remembered as 
the year that true competition arrived for the cable 
television industry. Although Regional had strived 
to prepare itself for the day of competition, a true 
formidable opponent had yet to emerge. Today, 
a myriad of competition exists as new market 
entrants in the satellite and wireless businesses 
court our customers. 


Our past investment in building brand awareness 
and customer loyalty paid big dividends in combat- 
ing the competition. Through such programs as our 
Youth Merit Awards, University Scholarship Program 
and Reach, Regional’s economic assistance pro- 
gram, we earned our customers’ loyalty when they 
were faced with a true choice. Despite the so-called 
experts who projected that non-urban cable opera- 
tions would fall victim to these new service providers, 
Regional held its own and actually experienced net 
subscriber growth in its rural markets. 


We have invested in our customers’ loyalty. For 
several years now we have adhered to an operating 
philosophy consistent with that of a competitive 
marketplace. We have aggressively added product 
in the absence of rate increases, while progressing 
our headend elimination projects through ongoing 
fibre optic deployment and system integration. 


We have asked our customers fortheirinput = 

at every step along the way. We have targeted ~ 
acquisitions that improve the efficiency of our 
operations and in turn allow us to offeramore 
competitive product. And perhaps most im- swam 
portantly, we have remained focusedonour 
corporate mission “to serve the customer’. 


Most of the credit for our continued success 
lies with Regional’s employees across Canada, 
who through their hard work and dedication 
ensure our mission is achieved. In an ironic 
kind of way, their actions in the absence of 
competition prepared us well for the day it _ 
arrived. In the end, the future of your 
Company is no longer puzzling. 


Peele 


Brendan Paddick ™ 
President & Chief Operating Officer 
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Chairman , 
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| J he history of jigsaw puzzles dates back to 

pol the 1760's when European mapmakers 
pasted maps onto sheets of wood and 

hea then cut them into more manageable 

- smaller pieces. The “dissected map” has been a 

| successful educational tool ever since. In fact, 

. children all across Canada still learn geography 


a by playing with puzzles of Canada, North America 
and the world. 
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Puzzles for adults began to emerge around the 
turn of the century, and by 1908 a full-blown craze 
was in progress. Contemporary writers depicted 
the inexorable progression of the jigsaw puzzle 
addict: from the skeptic who first ridiculed puz- 
zles, to the perplexed puzzler who could not step 
away until they solved just one more piece, to the 
puzzler burning the midnight oil until victory and 
completion were achieved. 


The puzzles of the past were quite a challenge, 

not unlike the past of Regional Cablesystems. 

Back then, most pieces were cut exactly on the 
| colour lines, they did not interlock and they had 
ad no picture on the box to guide the puzzler 
towards meeting his goal. During the early days of 
Regional, we too went through a period where 
solving our problems posed an extreme chal- 
lenge. Our operating territories were not clearly 
defined, our systems were dispersed and difficult 
to interconnect or integrate, and our lack of criti- 
cal mass and efficient clustering of cable systems 
made it difficult to financially piece it all together. 


Because early jigsaw puzzles were made of wood 
and were cut one piece at a time, they were ex- 
} pensive to make and even more expensive to 


¢ ' 


ee Like the Regional of old, the economies of scale 
had not been achieved to make puzzles attainable to 
the general populous. In the 1930's, the introduction 
of mass-produced, die cut cardboard puzzles allowed 
manufacturers to lower their costs, to increase their 
product lines and to cut prices dramatically. This 

evolution is ominously similar to the development J 
and introduction of digital video compression and 
fibre optic technology to the cable industry in the 


late 1990's. These developments lowered Regional’s 4. aw 


signal fees and operating costs, increased our CTT 
efficiencies, allowed us to add more product and — 
provided better value for our customers. In the 


end, Regional had the financial pieces of its 
puzzle all sorted out and was ready to aggressively 
embark on its non- “metropolitan cable System 
acquisition sUategy. 
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=, ool a management team by bolstering OGused CO Ng a very CAN and 
wa our existing talent with individuals a cal TPOra te staff, 
A capable of managing rapid growth mime ae o~ ( 
and change. And bolster our talent we did. ~/ eo 
~ 2 
At our new Northern division we retained profes- commenced a series of organizational structure 
sional consultants to conduct executive searches. changes. The cable advertising and community 
As a result we hired a new general manager to direct programming departments were amalgamated 
the culture change that lay ahead. In addition, we into a more efficient and aggressive Cable 
installed a new director of marketing and sales to Broadcast department. The use of third party J 
help guide Northern's transition into a competitive technical contractors for service work was 
marketplace. With new leadership in place, we replaced with the hiring of new full time 


technical employees. And most significantly, 
we announced the formation of a new 
Telecom Group to spearhead our entry into 
the lucrative telecom and data business. 


We built upon our management expertise at our 
other divisions as well. At our Western division, 

we strengthened our management with the addition 
of a new director of marketing and sales, while in 
Central we completely re-vamped our technical 
operations. The Atlantic division also saw an 

increase in the depth of its management with the 

formation of three new positions that resulted 

in the addition of a new general manager, 
director of finance, and marketing manager. 


Although we aggressively pursued our 
goal of piecing together a capable 
management team, we remained committed 
to maintaining a very lean and focused 
corporate staff. During the year, Regional 
downloaded many of its corporate responsibilities 
to the divisional offices, where decisions could be 
made closer to the customer. Yet, we strengthened 
our corporate team with the addition of a new 
director of human resources as fiscal 1999 saw 
our employee base virtually double to more than 
300. In fiscal 2000, we will continue to attract the 
talent required to grow our business profitably. 
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he $120 million samen Ai Nonnere ade 
Videotron of Montreal added close to100, 000 
ustomers, vas soul: our r subscriber 


“fi to our clctaane infast 
critical mass. 


se cable systems are technically advanced, providing 


ners with the programming variety they demand. 
day, over 85% of our northern Ontario subscribers 
ve access to more than 60 channels. 


\nd in the past two years, over 950 km of fibre optic 
cable has been deployed in northern Ontario to inter- 
nnect small systems, improve system reliability, 
i expand channel capacity and enhance channel lineups 
z in smaller communities. 


The integration of Northern's operations into 


cost savings. Northern’s annual operating 
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Pat nantes the operating efficiencies of our new : 
Northern division. Sis 


) ‘subscribers located in close proximity — 


Regional’s has already generated significant « 4 Pe 
g oy, 


¢ could be successfully uniplemented in its newest 


expenses were q 
reduced by $1.6 4 
_million in the first ae 
} tenmonths,or 
by close to $2 a a 
million annually. = 
This has allowed 


SHS to move 
‘Northern's | ey; cae 
“operating — a seer 
margins closer “, Soaeeeae 
eae Regional’s 


On July 22nd, we entered an m agreement to to 
aquire Earlton Cable TV, a system of 300 


to our existing systems in New — 
Liskeard and. Cobalt: isrnenen st set ‘ 


Then on September |, Regional areas an agree- 
ment to acquire Supreme Cable TV, also located in 
northern Ontario. Supreme provides service to approxi- 
mately 4,000 customers in Kirkland Lake. This acquisi- 
tion, which calls for a purchase price of $3. 4 million or 
$875 per subscriber, will add approximately $1.4 million 
in annualized revenue to Reena ‘3 


Both of these transactions are extends significant 
to Regional as they confirm management’ s belief that 
its non- metropolitan cable acquisition strategy 


territory. 


* ENHANCING on 
_-~FHE PUZZLE 
~ Atlantic Ais -- Me 


I “25 


| hortly into our 1999 A year, our Atlantic 
\ division closed transactions that saw the 
‘acquisition of three cable aa: and 


“EXPANDING Me Pa 
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Western Division Sn edit Site 
ae ~— AS em, pa Sy . 
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jour Western division, headquartered in in 
' Edmonton, manages our operations in 


Manitoba, Saskatchewan, Alberta and 


The acquisition of 80 a rahe al Boost sapere 
Regional’s Western division’s subscriber levels by Bitets 
Bue st, 34, 000. 
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n our Central division, we continue 

J to pursue acquisition opportunities to 

strengthen our position in eastern 

“ Ontario and western Quebec. With the 

divestiture of our cable system in Cote de Beaupre, 

Quebec, management was challenged with rebuild- 

ing the critical subscriber mass and clustering effi- 

ciencies required to grow the business profitably. 


of pete jen TV, Consort t Cable 
1 Cable TV added 1,500 Get 


In July, we closed the acquisition of CMD Cable, 
which currently provides service to over 1,000 
customers in Fort Coulonge, Quebec. 


A swap of cable systems with Cogeco Cable closed 
on August 31st and resulted in a net gain of about 
1,000 subscribers, enabling us to grow in our core 
market and to exit the southwestern Ontario market. 


And in late October, Regional announced agreements 
to acquire two more cable operators in Quebec. The 
acquisition of Pontiac Cable serving Campbell’s Bay 
and Shawville Cable serving Shawville will add an 

» 4 additional 1,200 subscribers during fiscal year 2000. 
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in Central Alberta. All three of these 
~~? transactions closed on February Ist, while 
the acquisition of Lac Sat Communications 
and its 900 customers in Alberta closed on April Ist. 


On August Ist, we closed a deal to acquire Langdon 
Cable, a system with 300 subscribers located just 
east of Calgary. 


Subsequent to year-end, we closed the aquisition of 
the assets of two additional cable companies. Wood 
Lake Cable TV provided service to approximately 
' 5,000 customers in Oliver and Osoyoos, British 
Columbia, while Keremeos Cable TV added 
an additional 850 subscribers in Keremeos, 
British Columbia. All three communities are 
located in the Okanagon Valley. 


Regional also entered into a number of agreements 
to acquire cable properties that are expected to 
a Hath _ Close in fiscal year 2000. This past March, Regional 
executed an agreement to acquire the cable televi- 
ee Teeeees ts sion assets of Image Cable Systems Limited of 
-__-Yorkton, Saskatchewan. This $22.5 million transac- 
tion will see Regional add 50 cable properties and 
more than 20,400 customers in southeastern 
Saskatchewan. These systems will cluster perfectly 
___ with Regional’s 133 existing cable systems in 
'., Saskatchewan, once again providing cost savings 
and superior operating efficiencies. A CRTC hearing 
was held on November 16th, and we expect to close 
this transaction effective February Ist, 2000. 


) agsgstete thon And finally, the acquisition of Winnipeg River Cable 


the new year. This represents our first acquisition in 
the province of Manitoba. 
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s a result of these transactions, Regional 


2. 


_ ce ( 260,000 subscribers. 
Ley This represents a 125% | 8 
increase in our customer . 
base since the start of fiscal 
1999 levels, and further solidifies ™, GOyo0s 


~ Substantial Acquisition 


TV in Pine Falls, Manitoba will add 500 customers in 


bili soon be operating 670 cable systems | 


sp 


serving 


Regional's position as the 6th largest 
cable operator in the country. 


With our decentralized operating structure, 
and our cost conscious management | 


philosophy, we know that Regional is well” te The 

positioned to absorb and effectively manage Hs 

these scanisiouet cpettes a: 4 £ ae eet Hen ete a. 
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. a iven our ack Poet of success-_ uses 
r, fully creating and capitalizing spa! 
acquisition opportunities, we will — 

continue to be highly selective and 

focused in the cable apne we Hest : 
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ered. And most. early acquisitions = sis 
must positively contribute to earnings and | 
cash flow. In other word, the pieces have i 
to fit perfectly. 


en | HERITAGE 
POINT 


The cable TV face in Canada Continues gem, o 

to be in the early stages of consolidation. Na Nn 
There are still over 500 independently . 
owned, small non- metropolitan systems ks 
serving over 300,000 customers in 
Canada. We are confident that Resonal ab 
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he eighteenth century inventors of jigsaw 
' puzzles would be amazed to see the 
"immense transformations of the last 240 
od years. Children’s puzzles have moved from 
lessons to entertainment, showing a wide diver- 

sity of subjects in an ever more challenging manner. 

a They would be equally amazed at how Regional 
Cablesystems moved this intricate craft from the 
playroom to the boardroom. 


Missing pieces to a puzzle drive people crazy. In 
order to ensure its future prosperity, Regional had 
to concentrate on more than simply filling in the 
Canadian puzzle with acquisition after acquisition; 

««@ it had to identify and address many other missing 
pieces to its overall corporate puzzle. 
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Although Regional is not a telecommunications 
company, it simply will not turn a blind eye to 
profitable telecom and internet opportunities that 
are Clearly viable adjuncts to its existing business. 


Regional currently has an immense network that 
includes over 1,500 kms of fibre optic plant; an 
asset that will undoubtedly prove to be extremely 
valuable in time. In fact, our Northern division's 
, 1,000 kms of fibre optic plant running from east of 
lid Sault Ste. Marie through Sudbury, onwards to North 
Bay and south to Huntsville, has already resulted in 
many telecom contracts with hospitals, school 


: boards and other telecom providers. 

f 

lf We view the use of a fibre optic network for trans- 

; . 5 

9 porting data for commercial users as a new avenue 
to once again enhance the profitability of our core 

4 cable business. The telecom business is extremely 


profitable, and as such we fully intend to provide 
these services in-house. The $1.4 million in annual 
contracts signed since November Ist, 1998 speak 
loudly to our bright future in this exciting new business. 
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Internet 


On the internet front, we have 
taken a different approach. ok a Foo 
Regional is the first public 

cable company in Canada to ot ey ed 
open up its network to competitive access for 

third party Internet Service Providers (“ISPs”). In 

May, we filed a market trial tariff with the CRTC that 
allowed competitive ISP’s in Timmins to provide — 
residential consumers with access to high speed, 

two-way cable modem service. 


This announcement lead to the negotiation and 
subsequent execution of an agreement between 
Regional and AOL Canada Inc. that will see AOL 
Canada trial high speed broadband access over 
cable, commencing in early 2000 and leading up to 
a national rollout. With AOL Canada, we will work 
to break down the current barriers to offering high 
speed internet access to small markets. AOL | 
Canada’s expertise in content development, internet 
service provisioning, consumer marketing, customer 
service and technical support will be married with 
Regional’s own expertise in broadband communica- 
tions and the delivery of high quality, reliable service. 


We have made the conscious decision that we do 
not want to be a residential ISP, rather we simply 
want to tap the present and future profit stream 
opportunities presented by the internet, through 
partnering with ISP specialists. 


Star Choice 
Agreement 


In May, 1999 Regional announced that it had 

signed a deal to acquire wholesale television 
signals from Star Choice Business Network Services. 
Star Choice provides Regional with a more reliable 
and cost effective method for distributing broadcast 
signals. Under the terms of the agreement, Star 
Choice will broadcast via satellite U.S. networks, 
including ABC, CBS, NBC, PBS and FOX, as well as 
other English and French distant television signals 
to Regional’s cable headends. 


Over the term of the new 


contract, Regional’s Gm = Oe 7) 
monthly wholesale - re) | Aw ws ¢ 
fees for U.S. e) ; i rae F 


a ; network television and distant Canadian sig- 
nals will decrease significantly from its exist- ™™ 
ing Cancom wholesale rates. This decrease 
in signal cost will allow Regional to remain 
oe ae competitive by significantly enhancing its 
set : current channel lineup, while at the same 
time improving upon its industry-high 
operating margin. In October 1999, Regional 


( shh str itags ss converted all of its Northern systems from 
wt Cancom to Star Choice, effectively cutting in hell 
9} ch half its wholesale fees for the affected signals. 


a Launch « = New Toe 


Fiscal 1999 also saw the launch of Regional’s first 


“ 0 compliment Regional S traditional packaging 

+ _ approach of enhanced basic cable. Competition — 
has added a new | piece to our puzzle. In fact, it has 
increased the overall consumer appetite for new 


steduict: STE pina to eerie this appetite in 


yrs, 


aes and to putting a ‘Bice: on the Gate As 
ses such, we have cece established a strong 


fener that 1 pentane eons bad entye ideas 
ac f Canada’ S youth make a unique contribution to our 
- society, and should be encouraged, 


be ee. 


Each. year a sel of cable industry leaders selects 

the winners from all regions across Canada follow- 

ing a nomination process facilitated by community 

leaders, educators, special interest groups and 
school administrators. 
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Another of these grass roots 
initiatives is our University 
pd Scholarship Program. Each ~ 
year we award a series jth 
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ress corporate citizen. 


‘And perhaps our most successful community | - 


discretionary tiers in its smaller systems, developed _ 
; initiative to date is 


This program 
provides — 


award grants totaling $100, 000 to applicants from Ua 
the communities we serve. “Community interest — 
groups submit applications for funding to the 


_ All of these programs. are about driving 


and that our corporate mission statement 
is simply: “To Serve the Customer”. We are - 
~ confident that these community projects serve 


_our challenge a new one will appear. That is the nail ‘ 


a all 
-scholarships™™ Mee 
‘y across Canada 
arsh rn 1p ap to students in 
pursuit of post- 
secondary education. = -™ 
G Applicants for these scholar- 
re ships must be dependents of 
Regional subscribers and must have 


achieved scholarship status from the — 
Canadian university of his or her choice. 


Ps 


In many of the small communities we serve, 
scholarship opportunities are not abundant. er 
As such, Regional stands out as a prominent eeteer es 


Regional’s . 
Economic 
Assistance 
Program known 

as REACH. ~ 


funding for capital - eer 
projects in the towns we service. Each: year we 


Company, which are then judged by an 
employee committee. Rnd 


home the message to our customers that 
we truly want to be part of their community 


to generate goodwill and high brand awareness 
at the grass roots level, while providing Regional 
with a competitive edge. 


We believe that we have organized the pieces of 
our puzzle well; filling in areas that improve the 
outlook for our Company, while at the same time 
adding new pieces that uncover hidden opportuni- 
ties. Just as we think we are close to completing 


very essence of our industry. But as long as We 
stay focused and remain committed to serving 
our customers, every new piece to syle puzzle will 
fall logically into place. — ' 
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Overview 


Fiscal 1999 is best described as a year of growth. Regional 
has essentially doubled in size since the end of fiscal 1998. 


As always, management's primary goal is the enhancement 
of shareholder value. To that end, management's focus in 
fiscal 1999 was in three key areas. 


The first area was the careful implementation of the 
Company's cable system acquisition strategy to grow the 
business. Regional views itself as the consolidator of the 
non-metropolitan cable television market in Canada. This — 
market is fragmented among a large number of relatively 
small operators and Regional is the only major player — 
actively acquiring cable systems in these markets. The 
growth potential is enormous and affords Regional the lux- 
ury of selecting only those cable systems that best fit its 
existing system clusters, thereby maximizing resultant — 


economies of scale and benefits of synergies. This has als SO 


greatly contributed to the Company's success in 
purchasing cable systems at very favourable prices. 


rapid growth generated by the success of the Company's 
cable system acquisition strategy. In particular, this meant 
successfully integrating Northern into Regional. A new 
senior management team was immediately put in place 

at Northern and was charged with the responsibility of 
installing the Regional corporate culture in Northern and 


with realizing the enormous opportunity for efficiency gains 


that existed. The first step in achieving these goals was to 
ensure that systems were developed to provide information 
critical to the evaluation and monitoring of operations. As a 
result, a customer data base and billing platform identical 
to that used in Regional’s other divisions was installed 
which, in addition to significantly reducing data processing 
costs, improved the ability of Northern’s customer service 
and technical departments to carry out their functions. 
Financial reporting systems were re-designed to mirror 
those of the other operating divisions, thereby providing 
the data necessary to carefully monitor and compare 
financial results on a timely basis. Comprehensive reviews 
of Northern's accounting systems, internal controls, depart- 
mental structures, staffing levels, and operating practices, 
etc. have also been undertaken. Additional reviews are 
ongoing. The improvements that were yielded by these 
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acme were substantial and were sufficient to enable the 
Company to achieve its targeted operating margin of 45% in 
fiscal 1999. 


The third key area of focus was, quite simply, “to stay 
focused”. Regional’s success is rooted in several core 
operating strategies. These include strict cost control, the 
careful management of billing rates whereby rate increases 
are modest and are supported by enhanced channel 
line-ups, the continual expansion of product offerings 

to increase the amount of revenue derived from each 


subscriber and the provision of high quality customer <2 
service. It is management’ s view that the Company must 


continue to follow and build upon its basic and proven for- 


_ mula for success. Ultimately, the success of the Company's 
cable system acquisition program will be greatly impacted 


by the adherence to these core operating strategies. 


~ On the strength of the foregoing, the goal of enhancing 
_ shareholder value in fiscal 1999 was achieved. The average 
trading price of the Company's shares grew by 21% during 
the year; from $10. 64 in fiscal 1998 to $12.83 in 
= ES fiscal 1999:The average trading price further increased 
The second area of focus in fiscal 1999 was coping with the 


to $13.82 in September, 1999. Further, the Company's share 


price reached a new high of $17.85 in fiscal 1999. The previ- 


ous high was se By achieved in fiscal 1998. 


Subscribers & Revenue 


The Company's Beare base has nearly doubled since © 
the end of the 1998 fiscal year. At that time, Regional served 
approximately 115,000 subscribers. That number grew to 
218,000 as at August 31, 1999 due primarily 
to the successful implementation of the Company's - 
non-metropolitan cable system acquisition program. 
Subsequently, the Company's subscriber base grew to 
approximately 220,300 subscribers as at October 31, 1999 
on the strength of successful marketing initiatives. 

On November |, 1999 the Company's 70.1% owned 
subsidiary, Regional Cable TV (Western) Inc. (“Western”) 
closed the acquisition of the cable assets of two cable 
television companies serving approximately 5,850 
subscribers in British Columbia. This acquisition increased 
the Company's total subscriber base to just over 226,000 at 
November |, 1999. As of that date, Regional also had under 
contract or letter of intent further cable system acquisitions 
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comprising an additional 29,750 subscribers. Several other 
acquisitions are currently in pursuit. 


Regional acquired 108,550 net subscribers in fiscal 1999. In 
addition to the 100,000 subscribers in its Northern division, 
the Company acquired cable systems constituting 7,250 
subscribers in Alberta which are operated by Western and 
cable systems serving 6,300 subscribers in Newfoundland 
and Labrador which are operated by its Atlantic division. In 
Quebec, the Company acquired 1,000 subscribers and 
divested a non-core cable system serving 6,900 subscribers. 
In addition, the Company completed a cable system swap 
with Cogeco Cable under which it acquired cable systems 
serving approximately 3,200 subscribers in eastern Ontario 
in exchange for several of its systems serving approximately 
2,300 subscribers in southern Ontario and cash. The 
Company's cable systems in eastern Ontario and western 


* Quebec are operated by its Central division. The divested 


systems were considered non-core because they were costly 
to service due to their geographic location relative to the 


- Company's other systems. Efficiency gains realized from 


tightening system clusters enhance profitability levels in 
such clusters. This concept is also an integral part of the 
selection and evaluation of acquisition targets. 


All seven of the Company’s pending acquisitions, which 
collectively account for 29,750 additional subscribers, are 
expected to close in fiscal 2000. Two acquisitions compris- 


Stee ing 1,200 subscribers have letters of intent in place and the 


remaining five acquisitions comprising 28,550 subscribers 
have definitive agreements of purchase and sale in place 
and are subject only to CRTC approval. Geographically, 
these acquisitions are comprised of 3,450 subscribers in 


~ Newfoundland, 1,200 subscribers in Quebec, 4,150 sub- 


scribers in Ontario, 500 subscribers in Manitoba and 20,450 
subscribers in Saskatchewan. The Newfoundland, Quebec 


i ~ and Ontario systems will be operated by the Company's 
- Atlantic, Central and Northern divisions, respectively. The 


remaining systems will be operated by Western. 


Revenue 


Total revenue reached $84.2 million in fiscal 1999; up 
approximately $37 million or 78.4% over fiscal 1998 revenue 
of $47.2 million. Much of this growth is attributable to 
acquisitions. Significant growth is targeted over the next 
few years as the Company focuses on its non-metropolitan 
cable system acquisition strategy. Based on acquisition 
activity thus far in fiscal 2000, and on the Company's fiscal 
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2000 budget, revenue is targeted to exceed the 
$100 million mark in fiscal 2000. 


“— 
In addition to acquisition driven revenue . 2 
growth, Regional continues to enhance a 
revenue levels by increasing the amount of “™ >. 
revenue derived from each subscriber in its el 


base. Consistent with each of the five fiscal 
years preceding fiscal 1999, the Company -™ 
achieved a S1 increase in per subscriber per 
month (“PSPM”) revenue levels as revenue 
increased from a fiscal 1998 level of $34 PSPM to 
$35 PSPM in fiscal 1999. This growth was not 
achieved through significant rate increases. The 
Company continues to adhere to its proven core 
strategy whereby rate increases are minimal and 
are tied to expanded channel offerings to 
enhance the value of the service packages 
offered. Management believes that this strat- 

egy is increasingly important to the protection 
and growth of the Companys subscriber base in 
a competitive marketplace. Rather, PSPM rev- 
enue growth is attributable primarily to the 
expansion of services offered and new revenue ~ 
streams. im tk 


In its core cable services area, the Company con- 
tinued to aggressively add tiered service pack- 
ages in fiscal 1999. On a year over year basis, 
and adjusted for the impact of acquisitions (i.e., 
as if acquisitions in fiscal 1999 had closed at the 
start of fiscal 1998), tier revenue grew by approx- 
imately $1.7 million or 15.7% in fiscal 1999. Tier 
services, which accounted for approximately 12% 
of fiscal 1998 cable revenue, generated 13.6% 

of fiscal 1999 cable revenue. Significant 

growth potential still remains. 


The Company’s Northern division launched its 


telecom operations in fiscal 1999 generat- ‘@ 

ing revenue of nearly $600,000. Contracts i 
already in place for fiscal 2000 will gener- IROQUOIS FALLS 
ate an estimated $1.4 million in revenue. 

The Company is actively pursuing a variety “"™ o> 

of additional telecom opportunities. Fiscal 4 we 
1999 also saw the ground work laid for r) 
potentially significant revenue growth in 

the lucrative internet market. The - 


Company has entered into an agreement 
with AOL Canada to become the first cable "™ ©» 
A — 
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, were also relatively minor, accounting for only 


television operator in Canada to open up its network to 
third party internet service providers for the provision of 
high speed cable modem internet service. This type of 
arrangement allows the Company to generate an entirely 
new revenue stream from its existing cable system infra- 
structures for a negligible capital outlay. By partnering with 
ISPs, management is optimistic that such services will 
become viable in many of its markets where it would other- 
wise not be viable due to their low population densities. 
Internet and telecom services represent an exciting oppor- 
tunity for future revenue growth. 


Direct Costs 


Signal and copyright costs on cable operations account for 
97% of the Company's direct costs. Microwave costs of _ 
$233,000 in fiscal 1999 were comprised primarily of salary 
and repair costs incurred in connection with the operation 
of the microwave business of the Company's Northern 
division. These costs were 56% of microwave revenues 
operations. oe the Company sees little opportunity fore 
growth in these microwave operations, it is increasingly 
shifting its focus to lucrative telecom and internet conte, 
nities. Fiscal 1999 internet and telecom costs of $339,000 — 


1999 direct costs as these businesses are in the early stages 
of development. These costs were 56.9% of internet and 
telecom revenue. The resultant gross margin of 43.1% is 
expected to increase rapidly and significantly as revenue 
streams grow over the next several years. 


Signal and copyright costs are carefully managed as they 
represent the Company's largest expense. By controlling 


these costs, the Company has been able to consistently and 
significantly enhance its channel lineups and product offer- 


ings, while maintaining high gross margins in its cable 
operations with only modest rate increases. The increase in 
value to its subscribers created by this core operating strat- 
egy has been a key factor in the maintenance and growth of 
the Company's subscriber base. 


Regional has been able to control its signal costs through 
careful channel selection and packaging, its bulk buying 
power, and its attention to signal contract negotiations. In 


particular, the Company's seven year contract with Cancom, — 


one of its two major signal suppliers, has played a major 
role in this strategy. Effective January 1, 1996, this contract 
reduced Regional’s average monthly signal expense charge 
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1.8% of fiscal | a 
tion revenue from ered services conten to at 49% i in fa 


per channel subscriber from $0.70 to $0.25 for signals 
received from Cancom. Accordingly, signal and copyright 
costs fell from an average of approximately $6.80 PSPM or 
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25% of subscription revenue prior to 1996 to $6.22 PSPMor 


21% of subscription revenue in that year. In fiscal 1997 
these costs fell to $5.99 PSPM or 19.6% of subscription rev- 
enue as the Company enjoyed its first full year of Cancom 
savings. In fiscal 1998, signal and copyright costs remained 
flat at the 1997 levels of $5.99 PSPM and 19.6% of subscrip- 
tion revenue as the Company was successful in negotiating 
slenal waivers for newly launched services. 


In fiscal 1999, signal and copyright costs ieesecd to 23.6% 


of subscription revenue due primarily to the acquisition of aa - 
Northern. Unlike the remainder of the Company's sub- E 


scribers which are located almost exclusively in Class 3 Laas 


tems, about 61% of Northern’s subscribers are situated in 


Class | systems and 17% are located in Class 2 systems. 


Under os feellisuaas Class l and 2 ane are Sue 


requirements with respect to their Sara enn ane 


_ packaging. In addition, the basic monthly fees for Class. ff 


systems are regulated. Further, the mix of services offered — 


by Northern differs significantly from those of the remain- 
_ der of Regional. For example, Northern offers pay-per-view 


services which are not offered elsewhere i in the age 


the rest of Regional. Due to these fundamental differences, 
Northern's signal and copyright costs were 27. 6% of its | 
fiscal 1999 subscription revenue versus a ratio of 21% i in 
the Company's remaining operations. Absent Northern, 
the increase in the signal and copyright expense to sub- 
scription revenue ratio from 19.6% in fiscal 1998 to 21% i in 
fiscal | 1999 was due to three factors: es. 


(i) The corresponding ratio in aeniotiens other fren 
Northern during fiscal 1999 Soe 19.6%; 


(ii) As noted earlier in the PORTER with Peeper to rev- 


enue, the Company enhanced its tier services in fiscal 1999, 


which services have a higher signal and copyright cost to 
revenue ratio than basic cable packages, and; 


(iii) Rate increases in some systems were not sufficient to 


maintain gross margins on expanded channel lineups. Such — 


systems were generally located in areas where direct satel- 
lite television services were being aggressively marketed. 


On April 29, 1999 Regional entered into a 10 year affiliation 
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agreement with Star Choice. The agreement provides for a 
maximum monthly signal rate of 10 cents. Rates are pro- 
gressively reduced to as low as 7.5 cents per channel per 
month as pre-determined subscription thresholds are met. 
Rates are also open to negotiable reduction below the 7.5 
cent level once channel subscriptions exceed three million. 
Regional switched its Northern division from Cancom to 
Star Choice in October, 1999, thereby making Star Choice 
its second major channel supplier. Savings from this switch 
at our Northern division alone are expected to approach 
$500,000 per annum based on existing subscriber levels. 


Operating Expenses 


Operating expenses are comprised of technical, administra- _ 


tive, marketing and broadcast services expenditures. 
Broadcast services relate primarily to Northern and include 
the net results of its advertising channel operations, 


community programming costs and contributions to a 


programming fund. The latter two expenditure areas within 


broadcast services are required under CRTC regulations for | 
the Class | and 2 cable systems that account for about 78% | 


of Northern’s subscribers. 


Strong internal cost controls and careful monitoring of 

_ expenditure levels are ongoing and integral aspects of 

Teka Regional’s operating strategies. Regional did not lose sight 
ae of this during the cable system acquisition program that 

~ dominated much of its focus in’fiscal 1999. In fact, much of 


the extensive work carried out during the year to integrate 
Northern centered around analyzing Northern's operating 


_ expenses in an effort to bring Northern's expenditure pat- 
terns in line with the rest of Regional. In particular, a key 


goal was to identify and realize efficiency gains to offset the 
additional corporate level overhead costs that are necessary 


ate properly manage a company that has doubled in size. 


__ This goal was achieved. As a percentage of revenue, total 
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operating expenses actually fell slightly, from 33.3% in fiscal 


1998 to 32.7% in fiscal 1999. The decline is even larger when 
Northern's broadcast services expenditures, which are con- 
trollable only within the framework of CRTC regulations, are 
removed from the comparison. Under this approach, total 
technical, administrative and marketing costs fell from 
33.3% of revenue in fiscal 1998 to 32.2% in fiscal 1999. 


Technical expenses fell from 16.8% of revenue in fiscal 1998 
to 15.7% of revenue in fiscal 1999. There are two major 
causes of this decline. First, Northern's technical costs as a 
percentage of revenue are historically lower than those of 
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As always, Regional has been, and will contin “~ * 3 
ue to be, very diligent in keeping its cable systems 
in solid operating conto ses declines do not 


. _approached several key suppliers to negotiate 
_ reduced prices using: both ie enhanced ee 


eet tate review of Nahe S nyernone : 


_ levels and strong internal cost controls will ‘<t 


— of technical spending Baas on nthe 2 eran 


the remainder of Regional; averaging about 
13.8% at Northern for fiscal 1996 through 1998 — 
versus 16.9% for the rest of Regional during this s. 
time period. Costs were lower at Northern due — 
to its much larger system sizes. Northern oper- 
ates 58 systems and about 61% of its subscribers 

are located in two systems; Sudbury and 

Timmins. In contrast, the remainder of Regional 
operated 540 systems in fiscal 1999. Thesecond  ™ 
cause of the decline in technical costs relative to 
revenue levels from fiscal 1998 to 1999 was cost _ 
cutting attributable to enhanced monitoring and 
controlling of expenditure levels, i.e., continued — 
focus on successful strategies of past years. — 


During the ten months of fiscal 1999 that 1S 

Company owned and operated Northern, oer | 
technical spending in that division was — 

reduced from its prior average level of ae mS 

13.8% to 12.1% of divisional revenue. = ae 


Sees This move spi ea a ae part in ee at 
successful reduction of Northern's technical — 
spending in fiscal 1999. The Company has Ries 


management with a view to reducing enone 
levels and minimizing costs associated with tHe 
movement of inventory to its various systems. 


In fiscal 2000, the Company will continue its 
comprehensive evaluation of Northern's technical 

spending as well as that of other acquired 

systems. Careful monitoring of expenditure — 


continue to bea core ‘strategy i in the management ae 
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fiscal 2000 budget and results achieved thus far in the 
year, management has targeted technical spending to 
remain relatively flat at about 15.5% to 15.7% of rev- 
enue in fiscal 2000. 


In its fiscal 1998 annual report, the Company acknowl- 
edged that its rapid growth early in fiscal 1999 would 
necessitate additional senior management personnel 
to properly manage a much larger organization, i.e., 
administrative overhead costs would increase. It also 
stated that it would continue to utilize the successful 
cost control practices of prior years in managing fiscal 
1999 administrative costs, and would work to realize, 
to the maximum extent possible, the economies of 
scale and synergistic benefits created by its acquisi- 
tion of Northern and other acquisitions. This was 
accomplished. Administrative spending was 12.4% of 
revenue in fiscal 1998 and was 12.3% of revenue in fis- 
cal 1999, 


Absent Northern, the Company had reduced its 
administrative spending from 13.3% of revenue in 
fiscal 1996, to 13% in 1997 and then to 12.4% in 

fiscal 1999. During this same time period, Northern’s 
administrative costs were relatively steady and aver- 
aged about 12.7% of its revenue. Although both 
Northern and the remainder of Regional had similar 
subscriber levels during these years, the apparent sim- 
ilarity in their administrative spending is purely coin- 
cidental. The bulk of Northern's subscribers were 
closely concentrated in a small number of systems in 
a relatively small geographic area. In contrast, 
Regional’s remaining subscribers were spread across 
the country in over 500 systems. The resultant decen- 
tralized structure necessary to manage the subscriber 
base also necessitated the operation of three primary 
offices in Regional in these years. When the salary 
cost differential is removed from the analysis a much 
different picture emerges. Specifically, Northern’s 
remaining administrative expenditures were signifi- 
cantly higher than those of the remainder of Regional. 
Through a comprehensive evaluation of Northern’s 
administrative spending practices these expenditures 
were largely brought into line with those of the 
remainder of the Company. During the ten month 
period ended August 31, 1999, administrative 
spending at Northern was reduced from its previous 
average of 12.7% of revenue to just over 10.8%. This 
decline was more than sufficient to offset increased 
overhead costs at the head office level. The major 
sources of these cost reductions include: 


- Data processing costs. As noted earlier, Northern é 

was switched to a customer data base and billing LS a 
software platform identical to that used in the 2 oO) 
Company's other operating divisions. | ond 


Industry association fees. These costs were elimi- 
nated in fiscal 1999. 


- Telephone and fax costs. Northern was switched 
to the same long distance service provider as the 
remainder of Regional. 


- Bad debts. Northern's credit department was com- 
pletely restructured and Regional’s strict credit 
policies were implemented. The Company main- 
tained its low bad debt to revenue ratio of 0.4% in Seay 
fiscal 1999. 


The Company's targeted fiscal 2000 administrative 
expenditure level is 11.9% of revenue. This will be — 
achieved through continued focus on cost control. 
In particular, management believes that there is 
still opportunity for future expense reductions in 
the Company's Northern division. While Northern’s 
administrative spending was reduced to 10.8% of 
revenue in fiscal 1999, the ratio in the remaining 
operating divisions averaged a full percentage point 
lower at 9.8% in the year. 


Marketing expenses totaled just over $3.5 million in 
fiscal 1999 and were 4.2% of revenue; just slightly 

above the 4.1% level of fiscal 1998. Expenditure 
patterns are also relatively consistent in these years . 
among operating divisions. Although spending © 
appears flat, total spending has in fact increased mod- 
estly; from $1.39 PSPM in fiscal 1998 to $1.43 PSPM in 
fiscal 1999, representing as 2.9% increase. Regional 
continues to emphasize marketing activities and chan- 
nel/service enhancement to drive internal subscriber 
growth and to protect its subscriber base in the 
increasingly competitive marketplace. In fiscal 2000, 
marketing costs are targeted to increase to 4.7% of 
revenue or $1.63 PSPM. In the first two months of fis- 
cal 2000, the Company attracted 9,000 new orders for 
cable service through various marketing initiatives. .¢é 


Broadcast services expenditures totaled $434,000 and : 
were 0.5% of revenue in fiscal 1999. As community 7a 
programming and programming fund costs are CRTC cate 
regulated and therefore largely non-controllable, the 
Company has shifted from a cost control focus to a ~~ 


revenue generation focus in managing this aspect of 
the business. Specifically, Northern's broadcast servic- 
es are operated as a separate department under the 
control of one senior manager dedicated entirely to 
these operations. That individual's compensation is 
tied to the achievement of established goals. In fiscal 
2000, the goal is to generate net advertising and ancil- 
lary revenue streams sufficient to recover all broadcast 
services expenditures. 


Through all of the foregoing, operating expenses are 
targeted to fall slightly from the fiscal 1999 level of 
32.7% of revenue to 32.5% of revenue in fiscal 2000. 
Management's compensation continues to be tied 

{ to the achievement of this goal and related goals. 


Operating Income (EBITDA) 
and Margins 


Operating income grew from $23.2 million in fiscal 
1998 to just under $38 million in fiscal 1999; an 
increase of nearly $14.8 million or about 63.4%. — 

_ This growth was largely acquisition driven. From fiscal 
1998 to fiscal 1999 the Company’s operating margin 
declined from 49% to 45% and its operating income 
per subscriber per annum fell from $202 to $186. 

_ These declines are attributable entirely to increased 
signal and copyright costs. 


The Company actually reduced its operating expenses 

from 33.3% to 32.7% of revenue from fiscal 1998 to 
1999 and increased its revenue from $34 PSPM to $35 
PSPM over the same period. Signal and copyright 
costs, however, increased from 19.6% to 23.6% of sub- 
scription revenue or from $5.99 PSPM to $7.42 PSPM 
over this period due to: | 


- The acquisition of Northern. The bulk of 
Northern's subscribers are located in Class | and 
2 systems which are rate regulated and subject to 
“must carry” and linkage rules with respect to sig- 
nal carriage. As well, Northern obtains a larger 
portion of its subscription revenue from tier and 
pay services than the remainder of Regional. 
These services yield a lower gross margin than 
basic cable subscriptions. 


- The increased emphasis on tier and pay services 
to generate revenue growth. While these services 
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represent a significant growth opportunity 
within Regional and are structured to be as 
profitable as possible while providing value 
to subscribers, the margins are lower 

than basic cable margins. 


Financing Activity and 
Interest Expense 


Financing activities aimed at raising the capital 
to support the Company’s non-metropolitan cable 
system acquisition program were completed in 
fiscal 1998, culminating with the closing on July 
15, 1998 of a $175 million revolving credit 
facility (the “Revolver’) structured and | 
underwritten by Bank of Montreal and 

funded by that bank and a syndicate of six yen 
other banks. As sufficient resources exist 

to fund the Company's acquisition pro- 
gram in its existing form, no new major 
financing initiatives were undertaken during 
fiscal 1999. Additional capital raised during fiscal 
1999 was limited to an injection of $747,500 
into Western by its minority shareholder, === 
Saskatchewan Telecommunications Holding = 
Corporation (“Sasktel”). Sasktel owns 29.9% of - parties 
Western and the injection represented its pro rata. oe 
share of a $2.5 million addition to contributed = 
capital undertaken to assist Western in financing 
its cable system acquisitions. Additional capital 
contributions are anticipated as further acquisi- 
tion opportunities emerge in Western. 


ms 


During fiscal 1999, the Company drew down its 
Revolver by $51.3 million in connection with 

its acquisition of Northern and made repay- 
ments of approximately $7.2 million on secured. 
debentures and capital lease obligations. As a 
result, total debt increased from approxi- 
mately $77.5 million at August 31, 1998 to 
approximately $122.7 million at August 31, 
1999. On a per subscriber basis, however, 
total debt fell from $733 per 

subscriber in fiscal 1998 to $595 per sub- 
scriber in fiscal 1999. This equates to a 
18.8% decline. As well, the Company's 
total debt leverage ratio (total debt to 
operating income ratio), which has 
declined every year since fiscal 1994, fell 
from 3.6:1 at August 31,1998 to 3.4:1at 
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August 31, 1999. Both of these ratios are at their low- 
est level in the Company's history. The declines are 
attributable primarily to the fact that only $51.3 mil- 
lion of total fiscal 1999 acquisition expenditures of 
$137.4 million were financed by debt. The remaining 
$86.1 million was derived primarily from equity capital 
raised in fiscal 1998 and cash flow. 


Interest costs increased from $7.3 million in fiscal 
1998 to $9.4 million in fiscal 1999 due to the increased 
debt load. However, the Company's interest coverage 
ratio (operating income to interest expense ratio) 
increased from 3.2:1 in fiscal 1998 to 4.1:1 in fiscal 
1999. This large increase is also attributable primarily 
to the fact that the majority of fiscal 1999 acquisition 
spending was financed from equity capital and cash 
flow rather than debt. The Company's secured deben- 
tures and its capital leases bear weighted average 
fixed rates of approximately 8.2% and 9.2%, respective- 
ly. Revolver draws are primarily in the form of banker's 
acceptances with discount and stamping fees yielding 
an average overall floating rate of about 6%. 


On November I, 1999 Western drew down the 
Revolver by $6.2 million and applied the proceeds 
toward its acquisition of the cable assets of two cable 
television companies serving 5,850 subscribers in 
British Columbia. This draw increased the total accu- 
mulated draw to $57.5 million, leaving the Company 
with $117.5 million available under the Revolver to 
finance future acquisitions. 


and 
pense 


C pital Activity 
Amortization 


Capital expenditures increased from approximately 
$10 million or $87 per subscriber in fiscal 1998 to 
approximately $20.6 million or $94 per subscriber in 
1999. Expenditure levels fluctuate from year to year 
depending on the size of the Company's subscriber 
base, the timing of various capital projects and the 
type of projects undertaken. Total spending is 
typically tied to the Company's ability to effectively 
and efficiently manage capital projects and to cash 
flow levels. Capital expenditures in both fiscal 1998 
and 1999 were financed from operating cash flow. The 
major cause of the large increase in capital expendi- 
tures from fiscal 1998 to 1999 is the increase in the 
Company's subscriber base attributable to acquisi- 
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tions. On a per subscriber basis, increased capex in 
fiscal 1999 is attributable to both the nature and 


the number of the projects undertaken. Specifically, 

the Company increased expenditures on plant 
upgrades to expand channel capacity and on channel 
additions and new project offerings (tier & pay servic- 
es, etc.) in order to both protect and grow its sub- 
scriber base and to enhance revenue levels. The 
increased spending in fiscal 1999 was supported by 
the Company's increased cash flow. 


Included in fiscal 1999 capital expenditures was 
approximately $10.6 million for plant upgrades to 


expand channel capacity and for decoding and piety =}3 


equipment for channel additions undertaken in the - 


year, including the expansion of tier services. The 
Company's Northern division also spent $730,000 


to convert its systems to carry Star Choice signals. 


Previously, these signals were received from Cancom _ 
at rates between 17.5 cents and 25 cents tee chanel 


$500, 000 ee on existing aioe ane In adit 3 


tion, the Company spent approximately $1.4 million to 
finance hepcens consolidation projects using fibre 


improve Sen site arid provide the eae et: tesa ae 
with redundant decoding equipment that canbe used 


to significantly enhance the channel lineups of more 
remote systems with a negligible capital outlay. 
Further benefits of headend reductions include: ~ ati 


- Reduction in the cost of future haere sildhhes 
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in fibred systems as receiving and decoding equip- | = 


ment has to be installed in a Silos number of 
headends. 


- Creation of critical mass sufficient to support new 


product offerings such as tier and pay services. 


The Company's capital budget for fiscal 2000 provides 
for a capital expenditure level of approximately $93 
per subscriber; virtually identical to its fiscal 1999 
level. Total spending is targeted at $23.5 million in fis- 
cal 2000. Of this, approximately two thirds or $15.5 
million is slated for plant upgrades to expand channel 
capacity and for channel additions and new service 
launches. The Company's Northern division will spend 
$3 million in fiscal 2000 on the roll out of digital tech- 
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nology in the Company's largest towns, Timmins and 
Sudbury. That division will also spend $570,000 on 
telecom equipment to support initiatives that are 
expected to generate at least $1.4 million in revenue 
in fiscal 2000. 


Amortization charges climbed from $8.4 million in fis- 
cal 1998 to $14.4 million in fiscal 1999 as the 
Company virtually doubled in size during fiscal 1999. 
In particular, amortization of capital assets increased 
from $6.7 million to $10.3 million over these years as 
the Company's capital asset base grew from $68.4 mil- 
lion as at August 31, 1998 to $114.9 million as at 
August 31, 1999. Likewise, the Company's subscriber 
cost base grew from $23.8 million at August 31, 1998 


to $123.4 million at August 31, 1999 due to acquisi- 


tions in fiscal 1999, thereby causing amortization of 


charges on the subscriber cost base to increase from 
$690,000 to nearly $2.8 million. 


~ Income & Capital Taxes 


esata Company's income and capital taxes have fluctu- 
_ated widely over the past several years. Prior to fiscal 


1997, tax provisions in the Company's financial state- 


_ ments consisted only of current taxes on capital. In 
those years, the benefits of accumulated non-capital 
tax loss carryforwards exceeded net taxable timing 


differences between the accounting and tax values 


tot capital and intangible assets. In short, taxes were 
sheltered by net accumulated tax loss carryfowards. In 


fiscal 1997, the Company recorded its first deferred 
income tax provision as continuing profitable opera- 
tions and corporate tax planning strategies permitted 


_ the recording of a portion of the previously unrecog- 
nized benefits associated with remaining tax loss 
iS! -carryforwards. Taxes in that year totaled $914,000 
and were comprised of deferred taxes of $550,000 
and capital taxes of $364,000. 


Fiscal 1998 taxes increased to $4,524,000, comprised 
of deferred taxes of $3,869,000 and capital taxes of 
$655,000. The increased capital taxes were due to a 
higher capital base created by the equity capital 
raised in the year. The increased deferred tax provision 
in fiscal 1998 was due to the fact that the Company's 
reporting of income taxes is based on the full recogni- 
tion of the benefits of available tax loss carryforwards 
and net taxable timing differences. Absent the effect 
of the benefits from the remaining tax loss carryfor- 
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paring the Company's tax provision to its account- 


wont 


wards recognized in fiscal 1997 and the increased ~* 
capital taxes in fiscal 1998 due to the larger capi-. 

tal base, the effective income tax rates between sm 
1997 and 1998 were comparable. may © 


In fiscal 1999 taxes totaled $9,173,000 and 


were comprised of deferred income taxes of ~~ 
$7,873,000, current income taxes in Western of 
$392,000 and current capital taxes of $908,000. - 
Western utilized all of its remaining non-capital 

tax loss carryforwards and became currently tax- = *™ 


able in fiscal 1999. Regional (absent Western) 
has accumulated non-capital tax loss carryfor- 
wards of $7.1 million remaining as at August 31, 


1999 which are expected to be fully utilized i oa 
fiscal 2000. Combined capital taxes yo . 
increased from $655,000 in fiscal 1998 to. eS 
$908,000 in fiscal 1999 due primarily to Oe 
increases in the capital tax base ate ‘ 
ble to acquisitions. _ 


The Company's effective tax rate increased from 
42.75% in fiscal 1998 to 43.74% in fiscal 1999 due 
primarily to the acquisition of Northern. That 


acquisition increased the portion of the — Oe 
Company's income earned in the province ee ¥ 
Ontario which has among the highest provinc co 
corporate tax rates in Canada. Despite this. aL, nye 


increase, the Company's tax provisionasaper- 
centage of accounting income before tax and > 

minority interest actually fell significantly; from 
57.4% in fiscal 1998 to 45.5% in fiscal 1999. In 

both years, the effective tax rates yielded by com- den 


ing income appear higher than the Company's 
true effective tax rate. There are we reasons for 
these results: a shits) a 


- Amortization charges in both fiscal 1998 and =m 
1999 include amounts with respect tothe amor- 
tization of subscriber costs. Most of this amorti- 
zation is not deductible for tax purposes since it 
relates to subscriber costs created on the acqui- 
sition of the shares of various cable television 
companies purchased by Regional. Accordingly, — Gen 
tax provisions as a percentage of ) 
accounting income appear higher than — 
the Company's true effective tax rate. - 


- Fiscal 1999 cee includes $6 aie on 
of gains on dispositions of capital assets _ Nd - 
} . > Bir: rhs uas, al a ; 
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triggered primarily by two system divestitures in 
Quebec during the year; one in connection with 
the acquisition of Northern and one arising from 
a system swap with Cogeco Cable. Net tax on 
these gains was only $835,000 as the Company 
used available capital tax loss carryforwards to 
largely shelter these gains from tax. This reduced 
the fiscal 1999 tax provision to 45.5% of account- 
ing income. The Company has about $46 million 
in capital tax loss carryforwards available to shel- 
ter future capital gains. 


Net Income & Per Share Amounts 


Net income and earnings per share increased from 
$3.1 million and $0.28, respectively, in fiscal 1998 to | 
$10.6 million and $0.72, respectively, in fiscal 1999. 
Cash flow per share increased from $1.41 to $1.84 over 
the same period. Adjusted for net of tax gains on the 
disposition of capital assets of $5.2 million and 
$352,000 in fiscal 1999 and 1998, respectively, net 
income increased from $2.7 million in fiscal 

1998 to $5.4 million in fiscal 1999. Similarly, absent 
gains, net income per share increased from $0.25 in 
fiscal 1998 to $0.37 in fiscal 1999. 


ear 2000 Readiness 


Regional is heavily reliant on computer dependent 
equipment, systems, suppliers and third parties. Most 
suppliers and third parties with which Regional con- 
ducts business are themselves heavily reliant on sup- 
pliers and third parties that are computer dependent. 
The Company has developed and implemented a Year 
2000 compliance plan designed to identify and assess 
all equipment, systems and operations that may be 
affected by the Year 2000 issue. However, due to the 
existance of computer interdependencies, it is not 
possible to be certain that all aspects of the Year 

2000 issue that may affect the Company will be fully 
resolved. The potential impact of Year 2000 problems 
on the Company is far reaching and such problems 
could have a material adverse impact on the Com- 
pany's ability to conduct normal business operations. 


Regional’s Year 2000 readiness project spanned across 
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all operating divisions and departments. Senior man- 
agement has been directly involved in the execution 
of the Company's compliance plan, regularly moni- 
tored progress at the operating division level through 
an established reporting structure, and reported activ- 
ities and results to the Board of Directors on a quar- 
terly basis. 


The Company's evaluation of its internal accounting 
and management information systems, its office 
equipment and telephone systems, its customer data 
base and billing systems, its technical (signal receiv- 
ing, decoding and distribution) systems and its vari- 
ous ancillary equipment and systems is considered _ 


complete. Equipment, software and systems that were 


identified as non-compliant were relatively minor and 
have been either replaced or modified to become 
compliant. Costs were not significant. No material 
risks are known to exist. 


The Company has identified and contacted its key 
suppliers and third parties with which it conducts 
business with respect to their Year 2000 activities and 
the Year 2000 compliance of their internal systems 
and operations. Included were the Company's critical 
technical equipment suppliers, its signal providers, its 
banking institutions, its insurance providers, its regis- 
trar and transfer agent, utilities supplying telephone | 


and electric services, and others. Generally, the suppli- 


ers and third parties that have responded to 
Regional’s enquiries have indicated that they have 
Year 2000 compliance plans in place and have 
assessed, and modified or replaced where necessary, 
their internal systems. Most have indicated, how- 
ever, that although they expect their internal sys- 
tems to be compliant, they can provide no guar- 
antee that they will not be affected in a material 
adverse manner by Year 2000 problems. In par- 
ticular, respondents have generally indicated 
that they are themselves reliant on various sup- 
pliers and third parties whose compliance is 
unknown or uncertain. No respondent, however, has 
indicated that it does not expect to be compliant or 
that material risks of non-compliance are known or 
thought to exist. It is management's intention to con- 
tinue to monitor the Year 2000 status of key suppliers 
and third parties on an active basis to ensure it is kept 
abreast of any developments in this regard. 
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1999 
Subscriber Data (1) 
Basic Subscribers 218,000 
Potential Subscribers 324,000 
Penetration Rate 67% 
Tier Subscribers 111,500 
Pay TV Subscribers 26,100 
Income Statement Data (000’s) 
Revenue $84,214 
Operating Income (EBITDA) (2) $37,949 
Cash Flow (3) $27,280 
Net Income Before Tax $19,810 (4) 
Net Income $10,637 (4) 
Balance Sheet Data (000’s) 
Total Assets $259,313 
Total Liabilities $169,585 
Current Assets $14,342 
Current Liabilities $31,088 
Total Debt $129,785 
Minority Interest Position (6) $2,570 
Shareholders’ Equity $89,728 
SCY Ratios 
Revenue per Subscriber per Month (7) $35 
_ Operating Income per Subscriber (7) $186 
Operating Margin (8) 45% 
Total Debt/Operating Income 3.4 times 
Total Debt per Subscriber $595 
« Operating Income/Interest Expense 4.1 times 
Bad Debts, Percent of Revenue 0.4% 
Operating Income per Employee (000’s) $134 
- Capital Expenditures per Subscriber ~ $94 
Kilometres of Fibre Optic Plant 1,508 
Per Share Data (9) 
~ Operating Income (EBITDA) S200 
Cash Flow $1.84 
Net Income Before Tax 533 
Net Income $0.72 
Average Market Price $12.83 
Average Price/Earnings 17.80 
Average Price/Cash Flow 7.00 
Other Data (Millions) 
Non-Capital Tax Loss Carryforwards ofl 
Net Capital Tax Loss Carryforwards $46.0 


Common Shares Outstanding, at Fiscal Year End 14.9 
Common Shares Outstanding, Weighted Average 14.8 


FIVE YEAR SUMMARY. | e- 


FISCAL YEAR ENDED AUGUST 31, 


1998 


115,000 
190,000 
61% 
20,800 
8,900 


$47,197 
$23,226 
$15,316 

$7,600 


$3,076 (5) 


$176,439 
$98,191 
$67,112 
$16,316 
$84,309 
$1,476 
$78,248 


$34 
$202 
49% 

3.6 times 
$733 

3.2 times 
0.4% 
$162 
$87 

436 


$2.14 
$1.41 
$0.70 
$0.28 
$10.64 
38.00 
7.50 


$15.0 
$48.8 
147 
10.9 


1997 


112,000 
190,000 
59% 
13,300 
8,000 


$44,487 
$21,904 
S13-755 
$6,355 
$5,441 


$104,900 
$104,702 
$10,503 
$19,896 
$93,712 
Dl 
$1,502 


$33 

S196 
49% 

4.3 times 
$837 

2.8 times 
0.6% 
$156 

S71 

211 


$3.89 
$2.45 
$1.13 
$0.97 
$6.30 

6.50 

2.60 


$20.0 
$48.8 
6.5 
5.6 


1996 


114,000 
197,000 
58% 
10,800 
7,300 


$43,855 
$20,941 
$13,372 
$5,049 
$4,700 


$100,579 
$106,386 
$4,145 
$20,236 
$92,649 
$2,680 
S(6,133) 


$32 

$184 
48% 

4.4 times 


oo lem 


2.9 times 
0.5% 
Sloe 
S122 

10 


$3.73 
$2.40 
$0.90 
$0.84 
$2.75 

3.30 

1.10 


$28.8 
$48.8 
5.6 
5.6 


1995 


113,000 
195,000 
38% 
10,800 
6,500 


$41,621 
$16,883 
$8,065 
$2,247 
$1,941 


$92,786 
$102,749 
$6,317 
$39,097 
$84,178 
$4,462 
S(7,917) 


$31 

S150 

41% 

5.0 times 
$745, 

2.0 times 

0.8% 

$120 

$49 

0 


$3.01 
$1.45 
$0.40 
$0.35 
N/A 
N/A 
N/A 


$20.9 
$48.8 
5.6 
5.6 


As at hiovember ils 1999 the Gonpany wened danimateh. 226, 000 Gibecincis. and had under contract or sc letter of intent ee system scauialions comprising 


a further 29,750 subscribers. 


Operating income (EBITDA) means net income before interest, taxes and non-cash items. 


Cash flow means net income before non-cash items. 


Includes gains on dispositions of redundant assets and non-core cable systems of approximately $6 million. 


The decline in net income in fiscal 1998 is due to the recognition of a deferred tax charge of $3,869,000 (Fiscal 1997 - $550,000, Prior to fiscal 1997 — NIL). By fiscal 1998, — 


ongoing profitability levels had eroded the Company's non-capital tax loss carryforwards to the point where they were no longer sufficient to negate deferred tax provisions. 
The decline in minority interest position in fiscal 1996 was due to the Company's buy out of the minority shareholder in its Atlantic division. The decline in fiscal 1997 


was attributable to a distribution by the Company's 70.1% owned subsidiary, Regional Cable TV (Western) Inc. ("Western"), to its minority shareholder, Saskatchewan 


Telecommunications Holding Corporation (“Sasktel”). Subsequently, minority interest has increased due to Western's profitablility and to equity injections of $1,196,000 


and $747,500 by Sasktel in fiscal 1998 and 1999, respectively, representing its pro-rata share of capital contributions designed to assist Western in funding its cable 


system acquisition program. 
Based on average subscriber levels for the year. 
Operating margin means operating income (EBITDA) divided by revenue. 


Per share data is based on the weighted average number of common shares outstanding during the >) 
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MANAGEMENT’S REPORT 


The management of Regional Cablesystems Inc. is 
responsible for the preparation and integrity of the 
financial statements and related financial informa- 
tion of the Company. The financial statements in 
this annual report have been prepared by 
Company management in accordance with gener- 
ally accepted accounting principles and, where — 
necessary, utilizing management's judgement and 
best estimates. The financial and operating infor- 
mation presented elsewhere in this annual report 
is consistent with that shown in the financial 
statements. 


To help fulfill its responsibility, and to ensure 
integrity of financial reporting, management main- 
tains a system of internal controls encompassing 


all financial records. These controls, which include — 


timely periodic reporting of financial information, 
provide reasonable assurance that assets are safe- 
guarded and transactions and events are properly 
recorded. The Board of Directors carries out its 
responsibility for the financial statements in this 
annual report principally through its Audit 
Committee, which reviews the annual financial 
statements of the Company and recommends. 
their approval to the Board of Directors. 


Deloitte & Touche LLP, independent auditors 
appointed by the shareholders, have free access to 
the Audit Committee both with and without man- 
agement present. The auditors have examined the 
financial statements in this annual report and met 
with management and with the Audit Committee 
to discuss their findings, including the fairness of 
financial reporting and the results of their review 
of internal controls. The auditors report directly to 
the shareholders and have expressed their opinion 
on the Company's financial Suet in the 
following report. 
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Bi ‘generally accepted auditing standards. Those — 
standards require that we plan and perform an 
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We have audited the consolidated balance sheets 

of Regional Cablesystems. Inc. as at August 312 

1999 and 1998 and the conso lidated statements — 
of operations and deficit. and cash. flows for the - Br; 
years then ended. These financial statements ate SEeRH ET 
the responsibility of the Company's management. a 
Our responsibility is to express an opinion Ones ae 
these Hgiuicee statements based on our audits. 


We GORGE our r audits { in acc rdance wit! 


oe to obtain teasonable a assurance whether Ei 


also sande) assessing the sceounnne principles oie “ell 


~ used and Sleniseant estimates made ae aoe 


the financial position i the Goniaang as at satheet yi 
August 31, 1999 and 1998 and the results ites aes a 
operations and its cash flows for the years then. att 4 
ended in accordance with generally accepted 
accounting principles. q 
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Deloitte & Touche LLP .s ee - 
Chartered Accountants 

St. John’s, Newfoundland, } =a 


October 22, 1999, | 
é* } Saget 


PRON.BRIDGE ge . 


ee 


™ aap ~ ~ = POWASSON ©) - ~ 
Bag ort — ; ‘oe 
7. 4 / _@ _¢ 7 
e - re eo ; pe — 


CONSOLIDATED BALANCE SHEET | 


ws August3!1, 1999 
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(In thousands of dollars) 1999 1998 ~ 
ASSETS 
CURRENT 
Cash S 7,726 Sas 4G 
Accounts receivable 2,834 1,124 
Inventory 2,660 1,339 
Prepaid expenses yi2z2 903 
14,342 67,112 
Note receivable (Note 3) 522 522 
Capital assets (Note 4) 114,889 68,392 
Deposits on acquisition of cable systems 2,438 11,847 
Subscriber costs 123,428 23,810 
Deferred charges 3,694 4,756 
S 259,313 S 176,439 
LIABILITIES 
CURRENT 
Accounts payable and accrued liabilities S$ 19,524 S 6,378 
Subscriber prepayments 4,470 3,089 
Current portion of long-term debt (Note 5) 7,094 6,849 
31,088 16,316 
Long-term debt (Note 5) 122,691 77,460 
Deferred income taxes 13,236 2,939 
Minority interest 2,570 1,476 
169,585 98,191 


SHAREHOLDERS’ EQUITY 


Share capital (Note 6) 153,099 152,256 
Deficit (63,371) (74,008) 
89,728 78,248 

S 259,313 S 176,439 


Approved by the Board: 


Director aie Director pe Cass 


t } See accompanying notes to the consolidated financial statements. és 
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CONSOLIDATED STATEMENT - 
OF ORT Pee AND’ DEFICIT “ 


Year Ended August 31, 1999 


1998 


7,255 
8,444 
(352) 

15,347 


7,879 
(4,524) 
3,355 
(279) 
3,076 
(77,084) 


f (In thousands of dollars) 1999 
REVENUE 
Cable S 83,202 
Internet and telecom 596 
Microwave 416 
84,214 
DIRECT Costs 
Signal and copyright 18,164 
Internet and telecom 339 
Microwave 233 
Sumnnebeserebretertbsidacercsssiestebefessh: siitittl sreteesiispiljeastorscestcseeess CHEER ee 
Nev REVENUE = = isse~ Ssoiissoes so sSUSSSeie eves t atc AS Asaph gg HeREE 9 4:70 Sota see tetaneniepe cements ee 
OPERATING EXPENSES 
Technical 13,247 
Administration 10,338 
Marketing 3,510 
Broadcast services 434 
| 27,529 
OPERATING INCOME 37,949 
OTHER EXPENSES 
Interest 9,369 
Amortization 14,437 
Gain on disposal of assets (6,013) 
17,793 
Income before undernoted items 20,156 
Income taxes (Note 7) (9,173) 
Income before minority interest 10,983 
Minority interest (346) 
Net income for the year 10,637 
Deficit, beginning of the year (74,008) 
Deficit, end of the year $ (63,371) 


See accompanying notes to the consolidated financial statements. 
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(In thousands of dollars) 


CASH FLOWS FROM OPERATING ACTIVITES 

Net income for the year 

Adjusments for: 
Amortization of capital assets 
Amortization of subscriber costs 
Amortization of deferred financing costs 
Amortization of deferred charges 
Gain on disposal of assets © 
Deferred income taxes 
Minority interest 


Change in non-cash operating working capital 
(net of effects of acquisition of subsidiaries) 


Cash flows from operating activities 


CASH FLOwS USED IN INVESTING ACTIVITIES 


~ Acquisition of subsidiaries, net of cash acquired (Note 8) 


Proceeds from disposal of assets 
Purchases of capital assets 

Deferred charges 

Deposits on acquisition of cable systems 


Cash flows used in investing activities 


CASH FLOWS FROM FINANCING ACTIVITIES 
Long-term debt proceeds 
Long-term debt repayments 
Net proceeds on share issuances 
Repayment of note receivable 
Deferred financing charges 
Investment by minority shareholder in subsidiary 
Cash flows from financing activities 
Net increase (decrease) in cash 
Cash, beginning of the year 
Cash, end of the year 


See accompanying notes to the consolidated financial statements. 
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1999 


10,637 


10,316 
25129 
1,069 

293 

(6,013) 

7,873 
346 
27,280 


7,537 
34,817 


(137,400) 
11,950 
(20,567) 
(300) 
9,409 


(136,908) 


748 
46,071 
(56,020) 
63,746 
7,726 
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(10,046) 
(432) 
(11,847) 


(20,914) a 


(9,403) 
72,190 
125 
(1,373) 
196 
62,735 
55,820 
7,926 
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DESCRIPTION OF THE BUSINESS 


Regional Cablesystems Inc. (“Regional”) and its 70.1% owned subsidiary, Regional Cable TV (Western) 

| o Inc. (“Western”) (collectively the “Company’) are licensed to operate cable television systems in non- 
metropolitan markets in Canada. During the year ended August 31, 1999, Western served approxi- 
mately 45,000 subscribers in British Columbia, Alberta, Saskatchewan and Manitoba. Regional’s 
Atlantic Division served approximately 48,000 subscribers in Newfoundland, its Central Division 
served approximately 28,000 subscribers in Ontario and Quebec and its Northern Division served 
approximately 99,000 subscribers in Northern Ontario. 


ACCOUNTING POLICIES 


These consolidated financial statements have been prepared in accordance with generally accepted 

accounting principles and include the following significant accounting policies. : ¢> ( 
~~ * 

PRINCIPLES OF CONSOLIDATION 


The consolidated financial statements include the accounts of Regional and Western. Significant 
intercompany accounts and transactions have been eliminated. 


INVENTORY 


Inventory is recorded at the lower of cost and net realizable value. Se Magi f 


CAPITAL ASSETS 


Capital assets are recorded at the cost of acquisition. 


Amortization is provided over the estimated useful lives of the capital assets as follows: 


Buildings 5% declining balance 
Cable systems 20 years straight line 
: Microwave systems 20% declining balance 
i Other equipment 20% declining balance 
| Vehicles 30% declining balance 
| Digital decoders under capital lease Life of lease, straight line 
' Leasehold improvements Life of lease, straight line 
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2 ACCOUNTING POLICIES (cont‘a) 


a 
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SUBSCRIBER COSTS e 
Subscriber costs represent the excess of the purchase price over the fair market value of the net tangi- , 
E ble assets arising from the acquisition of cable television systems. Subscriber costs are amortized on eo 

“% a straight line basis over 40 years. 


\ J “on a 


The Company assesses the continuing value of subscriber costs each year by considering current 
operating results, industry trends and projections. If an impairment in value occurs, the subscriber 
costs will be reduced by a charge to operations in the year of impairment. 


DEFERRED CHARGES 

Deferred charges are comprised primarily of debt issue costs. Deferred charges arising on the issuance 
- of debt are amortized on a straight line basis over the repayment term of the related debt. Other 

deferred charges are amortized on a straight line basis over five years. 


; 
FINANCIAL INSTRUMENTS 
The carrying amounts for cash, accounts receivable, accounts payable and subscriber prepayments 
approximate fair value due to the short maturity of these instruments. The carrying value of debt 
financing approximates its fair value as the Company's intention is to hold the debt to maturity. 


INCOME TAXES . 
Income taxes have been provided on the tax allocation basis whereby the provision for income taxes oe 
is determined on the basis of income and expenses included in the statement of operations and 

deficit, rather than the related amounts reported in the Company's income tax returns. Deferred 

income taxes relate primarily to timing differences arising between the amounts recorded for account- 

ing and income tax purposes reduced by the tax benefit associated with losses incurred. 


PENSION PLAN 
The Company has a defined contribution pension plan. Employee contributions are calculated 
according to a specified rate applied to salary and are matched by the Company. The Company's con- 


tributions are expensed as incurred. 
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USE OF ACCOUNTING ESTIMATES 

The preparation of financial statements in conformity with generally accepted accounting principles 
requires management to make estimates and assumptions that affect the reported amounts of assets 
and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements 
and the reported amounts of revenues and expenses during the reporting periods. Actual results could 
differ from those estimates, however, such differences would not be expected to have a material impact 
on these financial statements. 
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-EIVABLE 


The note receivable is due from an officer and director of Regional and is repayable on the earlier of 
December 31, 2010 and the date on which the common shares of Regional trade at a pre-determined 
level. The note was issued to purchase common shares of Regional and is secured by such shares. 
Interest is payable on the note equal to the amount of dividends received on the purchased shares. 


“ e 
PITAL ASSETS =n ‘ 
(000’s) 
1999 1998 
Accumulated Net Book Net Book 
Cost Amortization Value Value 
Land S 569 S ~ S 569 5 142 
Buildings 2,565 452 2,113 974 
Cable systems 156,002 65,674 90,328 59,213 
Microwave systems 1,010 64 946 
Other equipment 27,797 13,190 14,607 DAL 2 
) Vehicles 5,075 1,798 3,277 1,309 
| 1) Digital decoders under 
lf capital lease 6,471 3,564 2,907 4,191 
j Leasehold improvements 580 438 142 151 
S$ 200,069 S 85,180 S 114,889 S 68,392 
@ ‘2 
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Secured debentures, bearing interest at rates of 7.50%, 
7.95% and 8.55%, repayable in monthly installments 

of $500,000 plus interest, maturing September 4, 2001 
Revolving term credit facility, maturing July 15, 2003 
Obligations under capital leases, bearing interest at rates 


ranging from 5.75% to 10.43%, with various repayment terms 


Less current portion 


Debentures are repayable as follows: 


$ 74,250 S 80,250 
uh 
51,300 : 


4,235 4,059 | 
129,785 84,309 $2 
7,094 6,849 


S 122,691 Sot 1460 
S 6000+. Sn 


2000 fi 

pret: 2001 6,000 
P2002 62,250 
5 74,250 Nal @& 

The Company has entered into a revolving term credit facility agreement under which the lenders will pro- 

vide up to $175 million in financing. Amounts owing under this facility bear interest at Bankers’ Acceptance 
ears: rates plus a negotiated stamping fee. The undrawn reserve of $123.7 million is available for financing future Cr 

¢ ( cable system acquisitions. 


Sif? The future minimum lease payments required for the obligations under capital leases are as follows: 


2000 
2001 
2002 
2003 


Less amounts representing interest and executory costs 


J 
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(000’s) 
Sie | 457) eee 
1527 
1,527 
472 , 
4,983 | 
748° (I 
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5 LONG- TERM DEBT (cont‘a) 


Obligations under capital leases are secured by the specific leased assets. 


Secured debentures and the revolving term credit facility are secured by a first, fixed and floating charge over all 
assets of the issuer, excluding assets pledged as security for capital lease obligations. The common shares of 
Western, owned by Regional, are pledged as security, on a senior basis, for Regional’s guarantee of the secured 
debentures of Western and, on a junior basis, for Regional’s secured debentures. 


During the year, interest incurred on long-term debt amounted to $9,132,000 (1998 - $7,219,000). Interest of 
$9,300,000 (1998 - $7,262,000) was paid in the year. 


RE CAPITAL 


The Company is authorized to issue an unlimited number of common shares. 


1999 1998 
Common (000’s) Common _ (000'S)=0=— 
Shares S Shares 

Balance, beginning of the year 14,743,531 S 152,256 6,493,531 S 78,586 
Shares issued for cash 126,594 707 8,250,000 TOS 
Shares issued in exchange for 

shares of acquired company 40,000 478 - - 
Fractional shares expired (25) - . 
Share issue costs - (342) - (2,455) 
Balance, end of the year | 14,910,100 S 153,099 14,743,531 S 152,256 


On November I, 1998, Regional issued 40,000 common n shares for gross proceeds of $478, 000 i in connection with its | 
purchase of the anes of Cable Labrador Limited (“Labrador”). 


During the year Regional issued 126,594 common shares for approximately $707,000 in connection with options omen 


As at August 31, 1999, Regional has the following options outstanding under its Share Option Plan: 


Number Option Expiry 

of Shares Price Date Tt & 
24,000 SemOe OG August 31, 2005 fon get 
51,100 CP 6125 September 30, 2006 a 
117,000 oe ea September |, 2007 
140,000 San bie June 11, 2008 
34,000 GS toi55 September 10, 2008 


366,100 
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; Subsequent to the year end, 213,000 additional options were allotted at an option price of $13.85, with an 
7 expiry date of September 14, 2009. An additional 17,600 share options were exercised subsequent to year 
end for gross proceeds of approximately $112,000. 


5 7 INCOME TAXES 


The provision for income taxes reflects an effective tax rate which differs from the combined federal and oe 
provincial rates for the following reasons: ; 


(000’s) 
1999 1998 
Income before income taxes S 20,156 S 7,879 
Combined statutory rate 43.74% 42.75% 
Income tax expense at combined statutory rate 8,817 3,368 
Capital taxes 908 655 
Unrecognized benefits of capital loss carryforwards (1,795) - 
Other 1,243 501 
S 9,173 S 4,524 
Capital taxes of $1,193,000 (1998 - $231,000) were paid in the year. 
At August 31, 1999, the Company has accumulated income tax losses of approximately $7,100,000 e 
available to reduce future taxable income. These losses expire as follows: i 
| (000’s) o~ 
2001 ere | 
2002 1,500 a 
2003 2,200 oi 
2004 50 % ¢ 
2005 1,000 
S 7,100 | 
As at August 31, 1999, the Company also has approximately $46 million in capital losses. These losses can wi r) 
be carried forward indefinitely and applied against future capital gains. ; 
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(ii) 


(ili) 


(iv) 


(vi) 


On September 1, 1998, Regional purchased all of the outstanding shares of BMC 
Cablevision Company Limited (“BMC”) and Bonavista Cablevision Limited (“Bonavista”) at 

a gross purchase price of approximately $2,625,000. BMC and Bonavista were engaged in the 

cable television business and provided service to approximately 2,800 subscribers in Newfoundland. 
On September 1, 1998, BMC, Bonavista and Regional were amalgamated and continued operations 
as Regional Cablesystems Inc. 


On September |, 1998, Western purchased all of the outstanding shares of Western Canadian 
Communications Inc. (“WCCI”) at a gross purchase price of approximately $4,000,000. WCCI was 
engaged in the cable television business and served a total of approximately 4,600 subscribers in 
Alberta. On September 1, 1998, WCCI and Western were amalgamated and continued operations 
as Regional Cable TV (Western) Inc. 


On November 1, 1998, Regional purchased all of the outstanding shares of Northern Cable Holdings 
Limited (“Northern”) and Labrador at gross purchase prices of approximately $119,200,000 and 
$3,450,000, respectively. Northern and Labrador were engaged in the cable television business. 
Northern provided service to approximately 100,000 subscribers in Northern Ontario and Labrador 
provided service to approximately 3,500 subscribers in Labrador. 

Contemporaneous with its acquisition of Northern, Regional sold a cable >< ( 

system serving approximately 6,900 subscribers in Quebec for gross 
proceeds of approximately $8,637,000. On November |, 1998, Northern, 
Labrador and Regional were amalgamated and continued operations as a . 
Regional Cablesystems Inc. | 


LATC a 


Western acquired all of the outstanding shares of Prairie Cable TV Ltd., Lac-Sat Communications Ltd. 
and Langdon Cable TV Limited on February 1, April 1 and August 1, 1999, respectively, at a combined 
gross purchase price of $2,648,000. Collectively, the acquired companies provided cable television 
service to 2,650 subscribers in Alberta. On September 1, 1999, Western and these acquired compa- 
nies were amalgamated and continued operations as Regional Cable TV (Western) Inc. 


On July 1, 1999 Regional purchased all of the outstanding shares of CMD Cable Company Inc. 
("CMD") at a gross purchase price of approximately $800,000. CMD provided cable television service 
to approximately 1,000 subscribers in Quebec. On September 1, 1999 Regional and CMD were 
amalgamated and continued operations as Regional Cablesystems Inc. 


On August 31, 1999, Regional completed a multiple cable system swap with Cogeco Cable Inc. 
(“Cogeco”) in order to enhance clustering efficiencies. Under the swap, Regional acquired several 
Cogeco cable systems serving approximately 3,200 subscribers in Eastern Ontario in exchange for sever- 
al of its own systems serving approximately 2,300 subscribers in Southern Ontario and $800,000 in cash. 
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The acquisitions are accounted for by the purchase method and their results of operations are included 


7 Operating cash flow for the year S 1.84 S$ 1.80 Cares | Sealy 
Net income for the year S$ 0.72 S 0.71 S 0.28 SEOs 


9 PER SHARE ° | 
rraticisitit | 1999 1998 , 
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The fair values of the assets acquired and the liabilities assumed were as follows: 


(000’s) 

Cash S 4,522 
Working capital (3,619) 
Deferred income taxes (2,089) oi 

Capital assets 39,749 

‘Subscriber costs | 103,480 

wie 142,043 

Less: liabilities assumed . (121) . 

Less: cash acquired (4,522) Nh 


Net cash paid S 137,400 


in these financial statements from the date of each acquisition. 


} 


Fully Fully 
Basic Diluted Basic Diluted 


Operating cash flow for the year is defined as net income adjusted for non-cash items. 1 | 


Per share data is calculated using the weighted average number of common shares outstanding. The 

fully diluted per share calculations assurne that all share options were exercised at the later of the 
beginning of the year or when issued, and the funds derived therefrom had been invested to produce an 
annual return of 6%, before applicable income taxes. The amount of income imputed, after income 

taxes, was $105,000. 4 
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5S 10 COMMITMENTS 


; (i) At August 31, 1999, the Company is committed under the terms of signal fee agreements 
and operating leases for annual minimum payments as follows: 


(000's) ll 

2000 S 2,073 | 
2001 1,993 
2002 : Seen 
2003 314 
2004 204 
S 6,577 


(ii) On July 15, 1999, Regional and Shawville Cable Co. Ltd. (“Shawville”) executed a letter of 
intent with respect to the purchase by Regional of all of the outstanding shares of Shawville 
for $600,000. Shawville provides cable television service to approximately 550 subscribers in 
Quebec. The purchase is subject to the execution of a definitive agreement of purchase and 
sale and approval by the CRTC. 


(iii) On March 18, 1999, Western and Image Cable Systems Ltd., Image Management Services 
Ltd. and R.L.T.V. Investments Inc (collectively, “Image”) executed an agreement with respect 
to the purchase by Western of the cable assets of Image. Under the transaction Western will 
acquire 50 cable systems in Saskatchewan serving approximately 20,455 subscribers for a | 
purchase price of $22,500,000. The purchase is subject to approval by the CRTC. 7 


(iv) On May 20, 1999, Western and the Receiver Manager of Winnipeg River CATV Ltd. executed an 
asset purchase agreement under which Western will acquire a cable system serving approxi- 
mately 500 subscribers in three communities in Manitoba for a purchase price of $300,000. 
The purchase is subject to approval by the CRTC. 


(v) On July 22, 1999 Regional and Cablevision Du Nord executed an 
ke agreement of purchase and sale with respect to the acquisition by 
| dt Regional of all the outstanding shares of Earlton Cable Vision Ltd. eel 
(“Earlton”) for a purchase price of $210,000. Earlton provides cable ~ ee 
television service to approximately 280 subscribers in Ontario. iS. : 
The purchase is subject to CRTC approval. 
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11 SUBSEQUENT EVENTS vse 


A 
i) | On September 30, 1999, Western received approval from the CRTC to purchase 
certain cable assets of Wood Lake Cable Ltd. and Keremeos Cable Ltd. Under the 
transaction, Western will acquire two cable systems serving approximately 5,850 


subscribers in three communities in British Columbia for a purchase price of 
$6,200,000. 


(ii) On October 21, 1999 Regional and Pontiac Cable Co. Ltd. (“Pontiac”) executed a 
binding letter of intent with respect to the purchase by Regional of all of the 
outstanding shares of Pontiac at a purchase price of $714,000. Pontiac provides 
cable television service to approximately 650 subscribers in Quebec. 


(iii) On September |, 1999 Regional and Supreme Cable (“Supreme”) executed an 
agreement of purchase and sale with respect to the acquisition by Regional of all 
of the outstanding shares of Supreme for a purchase price of $3.4 million. 
Supreme provides cable television service to approximately 3,850 subscribers 
in Ontario. The purchase is subject to CRTC approval. 


12 YEAR 2000 


The Year 2000 issue arises because many computerized systems use two digits rather 
than four to identify a year. Date sensitive systems may recognize the Year 2000 as 1900 or 
some other date, resulting in errors when information using Year 2000 dates is processed. 
In addition, similar problems may arise in some systems which use certain dates in 1999 
to represent something other than that date. The effects of the Year 2000 issue may be 
experienced before, on, or after January |, 2000, and, if not addressed, the impact on 
operations and financial reporting may range from minor errors to significant systems 
failure which could affect an entity’s ability to conduct normal business operations. It is 
not possible to be certain that all aspects of the Year 2000 issue affecting the Company, 
including those related to the efforts of customers, suppliers, or other third parties, will 
be fully resolved. 


13 COMPARATIVE FIGURES 


Certain comparative figures have been reclassified to conform to the current year's 
presentation. 
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BOARD OF DIRECTORS OPERATING REGION MANAGEMENT 
Charles R. Allard Se Atlantic Division 
Chairman and Chief Executive Officer Angus Marks 
WIC Premium Television Limited ; oC) General Manager eX 
Edmonton, Alberta ont St. John’s, Newfoundland ¢ > “? 
Central Division . ~ Of 

lan Jamieson (* 

oa Dimitri Stathis SS 


Chairman 
Lincluden Management Limited 
Oakville, Ontario 


General Manager 
Montreal, Quebec 


Western Division 


Gary D. Kain Fred P. Hosker 
Chairman Vice President and General Manager 
Regional Cablesystems Inc. Edmonton, Alberta i, 
Oakville, Ontario vo 
Northern Division LI ¢ 
Philip Keeping (+) Robert Everest Sie 
Chairman and Chief Executive Officer General Manager aaase 
Cable Bahamas Limited Sudbury, Ontario 
Nassau, Bahamas 
CORPORATE HEAD OFFICE 
Terry A. Lyons (*) : 
President and Managing Partner = pine nc. 
B.C. Pacific Capital Corporation PO. Box 12155. Station A 
Vancouver, British Columbia Rares 
St. John’s, NF AIB 4L1 
Willard Hema) 7 Telephone: (709) 754-3775 
Chairman and Chief Executive Officer Race ance eat 
Monarch Communications Inc. ; 
Medicine Hat, Alberta CHAIRMAN’S OFFICE 
(*) Member of the Audit Committee 2 ! \ Regional Cablesystems Inc. % 
od 295 Robinson Street, Suite 300 * Pp . 
Wy La 6) Oakville, ON L6] 1G7  < 
OFFICERS rr > od Telephone: (905) 338-3133 .” OF 
Here re ner =) Facsimile: (905) 338-3137 oe) 
ee Sj REGISTRAR AND TRANSFER AGENT 
Brendan J. Paddick Requests for information concerning lost 
President and Chief Operating Officer share certificates, address changes, or other 
shareholder account enquiries should be 
John R. Reid directed to the Company's registrar and 
Vice President, Marketing and Communications transfer agent: 
ranieete aban: CIBC Mellon Trust Company 
Vice President, Finance and Administration eae Stl pa et (es \ 
and Secretary Toronto, Ontario M5H 4A6 } y \, -_, 
Telephone: (416) 643-5589 ~ ay 
Facsimile: (416) 643-5570 ~~“ 
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TRADING STATISTICS 


STOR AND “ning? ENQUIRIES 


Regional Cablesystems Inc. 

17 Duffy Place, P.O. Box 12155, Stn. A 
St. John’s, NF AIB 4LI 

. Tel: (709) tht et Fax: (709) 754-3883 was 


war e-mail: 
iroberts@resionalcable. com 


otain financial and related information Siete 
about the Company, including annual and | 
quarterly reports and annual information 


( 


HARRY 


Deloitte g SS LLP 
St. John’s, Newfoundland 


LEGAL COUNSEL 
Benson « Myles 
EYE, John's, NF 


MAILING Brae 


Quarterly reports to shareholders are scheduled for honnee 


_ Davies, Ward & Beck 
Toronto, ON | 


Sg 


_during the second week of Janie. April and July, 2000: 


1999 ANNUAL GENERAL MeeTING 


at 11:00 a.m. (Toronto time) on Thursday. february a Ue : hess 


at the Sheraton Centre Hotel, 


123 Queen Street W., Toronto, Ontario. 


INTERNET WEB SITE: 
www.regionalcable.com 


at Company's market capitalization, for the periods indicated. 


¥ etiod| 
Fiscal 1996 
First Quarter 

~ Second Quarter 
Third Quarter 
--Fourth Quarter 


n at: 

a - Fiscal 1997 
a ee: First Quarter 4 
» _ Second Quarter 
a, ‘Third Quarter rt 
a hes Fourth Quarter 

x : . Jose 

ante! _ Fiscal 1998 


_ First Quarter 


Third Quarter 
Fourth Quarter 


Fieal 1999 

Sabet j ‘First Quarter 
Second Quarter 
Third Quarter 


™“ 


) 


Second Quarter 


Fourth Quarter 
Braise tai 


High 


$ 3.25 
G25 
S 3.50 
S$ 3.75 


S 6.50 


0000 
$7.00 


S 7.40 


$9.25 
$10.20 
$13.00 
$13.25 


Sip aele) 


$13.50 
$17.85 
$16.00 


SORT 816,734 
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The common shares of the Company trade on the Toronto Stock Exchange - Symbol: REG. The fallewine tablesets 
forth the reported high and low prices and trading volume for the common shares of the Company, as well as ws ert 


Market Capitalization 


Low Volume 
S 2.00 155,062 § 14.7 million 
S 2.05 19,932 S 13.5 million 
Siyeccter 24,890 ~$17.0 million © 
S 3:00. 29,565 § 18.9 million | 
$3.50 100815 == § 28.1 million 
$ 5.75 161,347 S 34.4 million 
$ 6.00 104,035 $36.5 million 
S 6.20 270,670 ~ § 442 million 
S$ 6.32 148,636 $ 50.6 million. 
S 7.00 1,135,881 $126.7 million 
S$ 9.90 1,749,838 $166.0 million 
$10.20 1,068,282 $172.2 million 
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